
RD AN No. 3725 (1930C)
March 25, 2002

TO: State Directors
Rural Development

       ATTENTION:  Multi-Family Housing Program Directors and Coordinators

       FROM: James C. Alsop (Signed by James C. Alsop)
Acting Administrator
Rural Housing Service

SUBJECT: Actions Rural Housing Service (RHS) Can Take to Control Potential
Abuse by Identity-of-Interest (IOI) Firms

PURPOSE/INTENDED OUTCOME:

The purpose of this Administrative Notice (AN) is to address concerns expressed by Congress
and the Office of the Inspector General (OIG) regarding potential abuse by Identity-of-Interest
(IOI) firms during the operation and management of Multi-Family Housing (MFH) projects.
Provisions established under RD Instruction 1930-C, Exhibit B, paragraph V B address this
concern and require that all IOI relationships be identified and fully justified.  Paragraph V E 3
of Exhibit B requires that borrowers justify all expenses that appear unreasonable during the
budget review process by an official of the Servicing Office.  It must be clearly documented in
all IOI requests as to why the use of an IOI firm is in the best interest of the tenants and the
Government.

COMPARISON WITH PREVIOUS AN:

This AN replaces RD AN No. 3481(1930-C), dated August 27, 1999.

IMPLEMENTATION RESPONSIBILITIES:

State Directors are to ensure that servicing officials take the following actions:

1. INITIAL APPROVAL OF IOI RELATIONSHIPS

The approval of an IOI relationship must meet certain criteria.  The relationship must be cost-
effective, meaning the cost of the goods or services must be no greater and preferably less than
the cost of the same goods or services from non-IOI vendors, contractors, or managers in the 
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market area.  Where it is acceptable practice to receive services and goods such as major
appliances and carpets from providers outside the market area, the practice may still be
acceptable.  The borrower will be expected to provide bids from these providers for analysis.
RHS staff will conduct random confirmation of bids with the bidder.

2. FOLLOW-UP TO BORROWER’S AUDITS

Where recent audit reviews indicate unreasonable project costs for goods or services provided by
IOI firms, Servicing Offices are to require borrowers to justify the expense.  If the borrower
cannot show a benefit to the tenants and the Government of how the contractual relationship with
an IOI firm adds value to the services or goods provided, the borrower will be required to either
renegotiate the terms of the contract or end the IOI relationship.

3. STRICTER REVIEW STANDARDS FOR PROJECT OPERATING BUDGETS

Servicing Offices are to apply a strict policy of enforcement of IOI requirements.  Servicing
Offices must require documentation from borrowers if unreasonable IOI costs are detected
during budget reviews.

If you have questions or concerns regarding this AN, please contact the MFHPMD at (202)
720-1600.
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